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1. ABSTRACT
The Municipal Rates Act of 2004 has come into operation since July 2008. Supporters of the new rating policy of the eThekwini Municipality claim that the number and value of ratable property will be increased, thereby raising municipal income on the one hand, and reducing annual rates for property owners on the other hand. 
This paper observes that the NGO response to the implementation of the new rating policy in the eThekwini Municipal Area has been minimalist, if not tentative. The most visible opposition attempts were from certain political supporters at official consultation meetings with the public where the 2008/2009 municipal budget and the new rating policy were presented. 
In analyzing the lack of public and NGO opposition to the eThekwini Municipality’s new rating policy, the paper proposes two preliminary reasons. The first is attributable to class divisions among private property owners, with particular reference to segments of the middle class who are most affected but in different ways. The second is the hope by property owners of raising their private wealth potential vis-à-vis increasing property values. 
The paper also suggests that some exemptible properties will be drawn into the property rating loop as their market values undergo change. 
2. INTRODUCTION
Before apartheid was ended in the 1990’s, South Africa was sharply divided and balkanized. Apartheid laws defined racial groups and provided for strict spatial arrangements. 
The majority of the population was relegated to ‘dormitory townships’ outside major cities and at great distances from workplaces. These areas were governed by Black Local Authorities (BLAs) with minimal powers to raise their own revenues. African people within these authorities were not allowed to own property, and in the rural areas, a system of tribal and communal land ownership was in place. 

With democracy firmly in place, the transformation of local government began with an important piece of legislation, the Local Government Transition Act of 1993, which put in place a vision for amalgamation of local areas and their development. The key to transforming local government was how to make them capable and viable financially and instrumentally. Hence the engaged effort of the transitional Government of National Unity to forge a unique form of developmental local government based on enhancing local capacities and own revenues. The Local Government: Municipal Rates Act of 2004 is the culmination of a drawn out process to bring consensus and structure to reforming local government finances.
This paper focuses on the recent implementation of the Municipal Rates Act with particular concern for the response of the community in the eThekwini Municipal Area. The paper analyses the path of policy development; examines some of the ideological positions and debates relating to property taxation; analyses the interventions needed to capacitate local government to manage a new local financial regime; outlines the local financial reform agenda; explains the property rates policy; and describes the response by different sections of civil society affected by the new rates policy. 
The paper is exploratory in nature and encourages further research into an area not well known by ordinary members of the community. It also hopes to engage the community on the philosophy, methods, and complexities governing property taxation. 
3. RELATIONSHIP BETWEEN HUMAN SETTLEMENT AND WEALTH 

The preamble to the recommendations of the United Nations (Habitat) Conference for National Action on Human Settlements in 1976 states that “land, because of its unique nature and the crucial role it plays in human settlements, cannot be treated as an ordinary asset controlled by individuals, subject to the pressures and inefficiencies of the market” (DAG, n.d.: 1). This statement interrogates the liberal idea of land management without state intervention. It intimates that land access lies at the heart of the problem of poverty, and the commodification of land as the basis of inequality. The availability of well-located land is a major obstacle to the provision of adequate housing for the poor. 
The sub-section analyses the policy and ideological platform for land and human settlement. It attempts to link human settlement to the liberal approach of wealth creation. 
3.1 Human settlement policy
The African National Congress “Strategy and Tactics” document adopted at its 50th Conference in December 1997 defines the strategic objective of the movement as being “the creation of a united, non-racial, non-sexist, and democratic society. This in essence means the liberation of Africans in particular and black people in general from political and economic bondage. It means uplifting the quality of life of all South Africans, especially the poor, the majority of whom are African and female” (ANC, 1997a: 1). 
Arising from this strategic objective, the ANC’s approach to transformation may be seen in how power is attributable vis-à-vis the interests of the poor: “Firstly, political power is not attained for its own sake, but to pursue given political and socio-economic objectives. As such, the state is not a neutral, non-partisan entity; but it is an instrument that is used to pursue the interests of a class or group of classes. Secondly, the battles around political power are in the final analysis about socio-economic resources and their allocation. Thus, at the core of any revolution is the issue of property relations: how classes or groups relate to capital in particular and resources in general” (ANC, 1997b: 2)
From the above quotations, the ANC (or National Liberation Movement-NLM) is realistic about three things: that the creation of a new society will not eliminate the basic antagonism between capitalist and working classes; that the multiple contradictions existent in South African society will not be completely resolved; and that these realities characterizes the ANC as a multi-class organisation. So the understanding is that while multiple classes share a common interest in social transformation, but within a broader framework, class interests both converge and diverge. This is because the National Democratic Revolution (NDR) is not aimed at resolving the central question of property relations: it does not seek to create a classless society (ANC, 1997b: 2). Rather the ANC (NLM) aims to reshape property relations in line with non-racial and non-sexist principles, towards serving the overwhelming interests of the majority, namely the poor.
The reference to the ANC’s strategic position on property relations is a relevant backdrop for the Local Government: Municipal Rates Act, 2004 and recently developed eThekwini Municipality rates policies. It is argued that the ANC had remained committed to the promise of reshaping property relations in favour of the poor, but at the same time engendering market formation. This means that the poor can now participate in the market to create wealth, as well as utilize their assets to raise capital, thereby promoting economic freedom. However, it is also argued that economic freedom can have reverse effects within the market and particular groups of people are vulnerable to forces not fully understood by them. 
In the Freedom Charter, two clauses speak to land and housing: “The land shall be shared among those who work it” and “There shall be houses, security, and comfort” (RSA, 2005: 13). The majority of people, in particular African people who work and live on the land, do not own that land. The Charter therefore calls for those who live and work on the land to be given tenure security. Additionally, land reform beneficiaries must be integrated into the local and national economy. Shelter is also a basic human right. Land reform includes the process which enables all South Africans to be adequately housed. 
Following from the Freedom Charter, the Reconstruction and Development Programme (RDP) consists of five programmes, namely: Meeting Basic Needs, Developing our Human Resources, Building the Economy, Democratising the State and Society, and Implementing the RDP. The clause Meeting Basic Needs envisages people to become part of the decision-making process on job creation, land reform, housing, services, water and sanitation, energy, telecommunications, transport, the environment, nutrition, health care, social security and social welfare. People should help decide where infrastructure is located, be employed in its construction, and be empowered to participate in the management and administration of large-scale developments (RSA, 1994). 

3.2 The right to private property: the liberal view
Broadly, the supporting pillars of liberal view are the virtue of individualism, (or individual rights) and the right to private property which must be protected by the state. Both concepts have been strongly justified in the history of political economy. 
The legal protection of property rights facilitates productivity (IEP, 2008: 9). Adam Smith and John Stuart Mill are well known in the literature for advocating that protecting property rights helps society get rich. The liberal politics continue to argue a similar point and appears to be one reason why governments engage in privatization, so as to encourage economic growth. 
If private property is central to wealth creation and prosperity, what then is property? The liberal view contains three stages in its definition of property. The first stage is that “what the owner of property has is a very complex aggregate of rights, privileges, powers, and immunities, not a thing (in rem) but rather against other people (in personam)” Mossoff, n.d.: 373). This approach put no emphasis on the concept of property, but a set (or bundle) of rights that served socio-political goals.

The second stage in the definition of property focused on the right of the property owner to exclude other people. The right to exclude is the sine qua non of the concept of property (Mossoff, n.d.: 375). This definition emphasizes the right to exclusive use. 
Compare the definition of property in the South African context: “property” means a person in whose name the right is registered (RSA, 2004: 14). This definition also does not focus on the thing, but rather on ownership and right in terms of legislation. 
The third stage in the definition of property downplays the first idea, i.e. the bundle of rights approach, but adopts the idea of exclusion as part of a larger, integrated definition. It maintains that the right to exclude is essential to the concept of property, but it is not the only characteristic, nor is it fundamental. Other elements of property include its acquisition, use, and disposal (Mossoff, n.d.: 376).The elements of acquisition, use and disposal have their genesis in John Locke’s idea of the fundamental right of all people to share in the use (or labour added) of the commons. Locke believed that people possessed two natural properties (1) the ownership over their own lives and, (2) their ownership over their own labour (or liberty). Therefore the full meaning of property according to Locke is “life, liberty, and estate”, (where estate means sustenance – food, shelter, land and other goods) (Krueckeberg, 2004: 6). According to Locke then, people have freedom and natural rights, which must be protected by the state. 
Property then, is not primarily a relationship between people and things, but rather a social relationship between classes, social groups and individuals with regard to economic, knowledge-based and natural resources. Property is a process that involves acquisition of the prerequisites for production and services (Klein and Rilling, 2004: 2). 

3.3 The mystery of property: the developmental view
The work of the current day Peruvian economist, Hernando de Soto resonates the 17th century liberal politics of John Locke. Locke’s theories formed the foundation of the US Constitution which links democracy and capitalism to each other, and then in turn links these to the theoretical ideas of the individual, the state, and property. De Soto, on the other hand, is known for developing a powerful theory of property rights which is pushing reform in many developing countries (Krueckeberg, 2004: 5; de Soto, 2000, 157; c.f. Cousins et al, n.d. 27). 
According to De Soto, “the critical thing to understand is that property is not a physical thing that can be photographed or mapped. Property is not a primary quality of assets, but the legal expression of an economically meaningful consensus about assets. Law is the instrument that fixes and realizes capital. In the West the law is less concerned with representing the physical reality of buildings or real estate than with providing a process or rules that will allow society to extract potential surplus value from those assets. Property is not the assets themselves but a consensus between people as to how these assets should be held, used and exchanged (De Soto, 2000: 164). Property then, transcends the physical world: it is part of the legal and economic structure of a society. 
The call by De Soto is for reforms in property ownership by the poor. He suggests the legal titling of land for squatters and other illegal occupants of the informal economy. The key idea is to promote efficiency and increased productivity of land on a promise of poverty alleviation. Security of tenure also allows access into the formal economy, allowing the poor to raise capital for private wealth expansion. 
However, De Soto’s critics point out that his ideas are an oversimplification of the informal economy and associated property relations (Cousins et al, n.d., 27). De Soto’s prescriptions have had shortcomings where certain governments have attempted to implement tenure security policies (Krueckeberg, 2004: 1). However, despite criticisms, the critical point about De Soto’s ideas is that they point in the direction of property law and administration. Addressing De Sotos’ shortcomings may mean that governments like South Africa need to focus more sharply on those aspects of governance which are not calibrated with the scale, complexity, and details of the poverty experience. 
3.4 Property taxation and local income
The new property rates regime in South Africa has come under focus from all sides, forcing the newly amalgamated cities to move towards a uniform property tax system. The new system brings conformity to local valuation (tax) rolls; it updates previous local valuation rolls; restructures the rating system uniformally across the municipality; and spreads the tax net to areas previously not subjected to property taxes. The most contentious areas under the new regime include the rural and traditional tribal areas that now fall within municipal structures. There is the possibility of extending property taxes to these areas in terms of the Municipal property Rates Act, 2004, but there will be relief for improvements (Grote, 2007: 6). However, the approach to these areas will become clearer once new laws are drafted by National Government. 
There are several reasons for the justification of a property tax regime. Early commentators believed that such a tax structure would be essential to implement the Reconstruction and Development Programme (Dunkley, 1995: 1). The new tax regime will: 
· be an effective and just means of leveling the playing fields between the privileged and the unprivileged; 
· be most difficult to evade; 
· be the most transparent tax system through the open market; 
· provide an incentive for employment and land utilization; 
· encourage growth in the rural areas; 
· provide security of tenure; and 
· when production taxes are reduced in favour of property tax, will improve the domestic market and promote foreign trade (Dunkley, 1995: 2-3). 
Further justification for the new tax regime is that with the anticipated new directions for the provision of water and electricity, profits on these services and therefore municipal revenues will be adversely affected (Slack, n.d., 2). In other words, the privatization of water and electricity services, (which have already occurred in some municipalities) will radically reduce overall local revenue. Hence property taxes and other surcharges will become more significant in the future. 
4. DEVELOPMENTAL ROLE OF LOCAL GOVERNMENT

Developmental local government is seen as the legs and arms of the Reconstruction and Development Programme (ANC, 1994). Local government must also be established wall-to-wall through out the entire country. In the general thinking, developmental local government must lead the integrated socio-economic transformation. 
In securing such a role, local government had to undergo restructuring in a manner that eliminated racial divisions; then adopt new roles in keeping with the mandate of the Constitution of South Africa; and finally build appropriate administrative capacity to carry out its tasks. 

4.1 The elimination of race as the basis for restructuring local government.

Previous white local authorities (WLAs), which were administratively autonomous, were funded by property taxes, user charges, and surpluses from the sale of electricity. According to Slack (n.d.: 1), generous rebates were granted to residential taxpayers, shifting much of the burden to commercial and industrial properties. On the other hand, Black Local Authorities (BLAs), which did not have full municipal status, were not given a fiscal base other than rents and service charges, and they were severely burdened by debts. Being forced to increase rents as a means to overcome fiscal shortfalls, the BLAs experienced several rent boycotts. 

Given the differentiated financial basis of the WLAs and BLAs, the White Paper on Local Government refers to: the skewed settlement patterns with the geographic and social integration of residential areas; extreme concentrations of wealth and property tax because commercial and industrial activities were located in former WLAs only; and large areas and numbers of people with inferior infrastructure and a backlog of demand for public services (White Paper, 1998: 15).

In the future, amalgamated local governments would have eliminated the previous racial economic configurations altogether, but this development will create new challenges. For example, the middle class will consist not only of economic segments, but also of racial segments. 
4.2 New role of local government

It is documented that in the period before the democratic national elections of April 1994, Nelson Mandela and FW de Klerk engaged in several heated exchanges, one concerning the restructuring of local government and the role it would play in addressing the impact of apartheid. Mandela attached a critical role to local government in reshaping inequality, while de Klerk was primarily concerned about insecurity resulting from such change. However, despite the divergent thinking about the consequences of change, local government was set for fundamental overhaul. 
The transfer of power and autonomy to local government is a radical development in South Africa. The new vision of local government encapsulates far more than its previous role as regulator and service provider. The Constitution confers upon local government developmental duties giving priority to the basic needs of the community and to promote social and economic development. Local government has an encompassing role of promoting civic, political, social, and economic justice and the institutionalisation of democratic practice. The performance of local government is therefore seen as the genesis for promoting regional and national development (Govender, 2006: 5).
The transition of local government was a comprehensive process, beginning with the Local Government Transition Act, 1993 which facilitated the amalgamation of the formally racially segregated urban local authorities into a variety of non-racial transitional councils. It provided for interim measures with a view to promoting the restructuring of local government. In particular, it provided for the recognition and establishment of forums for negotiating such restructuring of local government and for the establishment of appointed transitional councils in the pre-interim phase (RSA, 1993: 1).
The Development Facilitation Act 67 of 1995 sought to introduce extraordinary measures to facilitate the implementation of reconstruction and development programmes and projects in relation to land and to lay down general principles governing land development. The Act specifically required that local government bodies be measured for performance at achieving its objectives. The Act also promoted public participation and focused primarily on people centered development. The involvement of civil society structures was intended to facilitate a transparent developmental process (RSA, 1995: 1; 3-6). 
In March 1998 the national government published the White Paper on Local Government, which set out its vision for the future local government. In terms of the White Paper, developmental local government would be constructed around the key responsibilities of: poverty alleviation; economic growth; co-ordinated governance; increasing democratic participation; focus on vulnerable groups; and environmental sustainability (RSA, 1998).

The White Paper resulted in the Local Government Demarcation Act; the Local Government: Municipal Structures Act; the Local government: Municipal Systems Act; the Local Government: Municipal Finance Management Act; and the Local Government: Municipal Property Rates Act. 
4.3 Developmental local government and administration
The new vision of local government encapsulates far more than its previous role as regulator and service provider. The Constitution confers upon local government developmental duties giving priority to the basic needs of the community and to promote social and economic development. Local government has an encompassing role of promoting civic, political, social and economic justice and the institutionalisation of democratic practice. The performance of local government is therefore seen as the genesis for promoting regional and national development (Govender, 2006: 5). 

The Constitution calls for a robust local government system which can provide: democratic and accountable government for local communities; ensure the provision of services to communities in a sustainable manner; promote social and economic development; promote a safe and healthy living environment; and encourage the involvement of communities and community organisations in the matters of local government (RSA, 1996: 81).
Towards this objective, an action plan to support local governments by the national and provincial governments, with the support of the South African Local Government Association (SALGA) was devised (Kroukamp, 2006: 218). The following strategic objectives formed part of this plan: building a strong local government sphere and further enhancing its status within a stable co-operative governance framework; building stable institutional and administrative systems in local government; deepening local democracy and accountability; accelerating service delivery and economic devilment; and  building financially viable local government (Kroukamp, 2006: 218-219).

The above plan may constitute the core intervention strategy, but its effectiveness may depend on other support structures such as financial resources, human capacity, appropriate legislation, and programmes. du Plessis (2006: 95-100) proposes the following elements for successful local government: 
· constructive relationship with the community – through political representatives; high standards of delivery; 
· effective participation by the local government in nation and provincial initiatives – through co-operative governance; 
· an integrated approach to local government – through co-operative relationships with local stakeholders and participation in Integrated Development Plans (IDPs); 
· effective financial management – though ensuring effective revenue collection and sound management of financial resources; 
· encouraging and examining alternative service delivery options – through partnerships with the private sector in order to ensure quality services; and

· dealing with challenges – such as institutional capacity building; better role classification of politicians and officials; customer care programmes; and common commitment to effective local governance (du Plessis, 2006: 95-100). 

The long-term success of local government will depend to a large extent on their ability to provide effective and efficient services, which in turn depend upon their ability to generate adequate own-resources. Local property taxes will very likely play an increasingly significant role in financing the post-apartheid municipality (Bell and Bowman, 2002: 5). This observation is supported by the thinking described below. 
At a United Nations Committee of Experts on Public Administration, the Minister acknowledged that public administration provided the key to unlocking service delivery potential of government’s world over (Fraser-Moleketi, 2004: 3). At a similar meeting the following year, Minister Fraser-Moleketi (2005) articulated the three most serious challenges of public administration as:
· the push for marketisation;

· outsourcing; and 

· agentisation of the machinery of the state (Fraser-Moleketi, 2005: 2). 

Additionally, Gildenhuys (1988: 343) provides further content to a new approach to public administration and suggests the following be included in the knowledge and skills base of public administration:

· insight into policy analysis;

· respect for societal values;

· moral integrity and sensitiveness;

· sensitiveness to public opinion;

· requirements for successful public managers; and

· a service ethic to the individual (Gildenhuys, 1988: 343).

The attempt to redefine public administration includes the stress on the environment, values, politics, policy-making, policy implementation, and management, including financial management. This approach has become known as the open system of public administration as developed by Schwella (in Fox, 2006: 134). The open system is viewed as sub-system of society where the full needs of citizens are transformed vis-à-vis the goals and objectives, political processes, and structures of government.

Finally, according to Fraser-Moleketi, the most important challenge of public administration is viewed as reconciling the bureaucratic organizational form, with its hierarchical characteristic and functional basis for integration with the new organizational forms of network structures and partnerships (Fraser-Moleketi, 2005, 2). The key challenges facing public administration are therefore process-based, rather than policy-based issues. In practical terms, this translates to independent and interdependent local governance driving local developmental demands through raising and managing local funding of projects and programmes and by networking with civil society. 
5. MUNICIPAL FINANCE REFORM IN SOUTH AFRICA
Part of the restructuring of local government is the adoption of municipal finance reforms. International experience in the former Eastern block countries and other parts of Europe has influenced municipal finance reforms in South Africa. 
The framework for municipal finance reforms is set out in property taxation policy and legislation which have been led by central government, in particular, the Ministry of Finance. The essentials of the framework are discussed below.
5.1 International emphasis on property taxation

The Second Global Forum on Reinventing Government held in 2000, with the aim of facilitating the exchange of experiences on the process of strengthening and improving the performance of democratic institutions. The Forum reported that government reforms revolved around themes which focused on reducing the size of government, which is expected to lead to efficiency gains and improvements in government performance (UNPAN, 2000: 2). The ideals of the smaller state would include the following characteristics:

· political and institutional re-engineering to enhance efficiency, for example, through out-sourcing and privatization;

· the focus on transparency of government action through clear definition of goals, targets, outcomes and dissemination of information to the public; and 

· the emphasis on citizens as clients and consumers. 

The last characteristic is directly linked to local revenues, in particular property taxation which is viewed as the liability of citizens. Further, the relationship between property taxation and local government decentralization is evident in the conclusion of a study by Youngman and Malme conducted in Central and Eastern Europe: “property taxation has taken on a new importance, serving not only as a revenue instrument, but also as an adjunct to decentralization and privatization” (cited in Bell and Bowman, 2002: 11). 

According to Shende, in the Road Map towards the implementation of the UN Millennium Declaration, it is clearly pointed that the mobilization of domestic resources is the foundation for self-sustaining development (Shende, 2002: 2). The idea is that domestic resources become the main source for domestic investment and social programmes, which will produce the next step for economic growth and eradicating poverty. The strategies to achieve adequate domestic finance include the mobilization of tax and non-tax revenues; strengthening public institutions to collect revenues; and widening the tax base by progressively integrating the informal sector into the mainstream of the national economy (Shende, 2002: 3). 

5.2 The framework for property tax policy and administration

In terms of the Constitution, property taxation is the only major source available to the local government, to the exclusion of other local income, general sales, or value-added taxes (RSA, 1996: 76). The provincial levying of property taxes is prohibited (RSA, 1996: 75). 

According to Bell and Bowman (2002a; 10), the South African local government taxation system must possess the following characteristics (borrowed from the principals of the American system of property taxation): 

· Legitimacy: Taxpayers must believe that the tax is a legitimate levy, i.e. it must be accepted. Therefore, administrative outcomes must be in accord with accepted legal requirements.

· Openness: Taxpayers should understand the workings of the tax (it must be transparent) and complaint resolution must be simple and inexpensive.

· Technical proficiency: The tax must be administered professionally. This requires appropriate administrative structures, tools, and personnel.

· Relief from extraordinary tax burdens: The tax must be administered uniformally and fairly under the basic logic of the tax as a levy on accumulated wealth, or asset value (commonly referred to as a progressive tax). There must also be a provision for relief from unduly onerous tax burdens, in terms of a broader notion of ability to pay, e.g. current income (Bell and Bowman, 2002a; 10).  

The structural reforms at the local government level also include reform of municipal finances. Citing the South African Budget Review 2000, Franzsen (2000: 2) outlines the reforms with regard to property taxes in order to inform national legislation:
· property tax was levied in terms of four outdated provincial ordinances retained from the apartheid era (e.g., it is not presently possible to utilize computer-assisted mass appraisal (CAMA) because physical inspections of each ratable property was legally required);
· property tax is presently levied only by urban municipalities;
· the future amalgamation of urban and rural councils (i.e., the structural changes to date and those still to be effected) necessitates change;
· the amalgamation of racially segregated urban municipalities has resulted in a number of constitutional challenges; and
· it is the most important own-tax instrument at the local government level, accounting for 19 percent of total local government operating income (Franzsen, 2000: 2).

It can be clearly seen that South Africa property taxation system, although based on a set of American derived principles, has been adapted for the difficulties presented by apartheid principles. 

5.3 Legal meaning of municipal rates

5.3.1 Municipal rates in terms of the SA Constitution

Municipal rate(s) in the South African context is a property tax which is imposed by the Municipality, as envisaged in Section 229 (1) (a) of the Constitution. Section 229 headed ‘Municipal fiscal powers and functions’ states that “a municipality may impose - 

(a) rates on property and surcharges on fees for services provided by or on behalf of the municipality” (RSA, 2006: 76).

Subsection 2 states that “The power of a municipality to impose rates on property, surcharges or fees for services provided by or on behalf of the municipality, or other taxes, levies or duties (a) may not be exercised in a way that materially and unreasonably prejudices national economic policies, economic activities across municipal boundaries, or the national mobility of goods, services, capital or labour; and (b) may be regulated by national legislation.” (RSA, 2006: 76)

The definition of “residential property”, in keeping with the focus of this paper means “a house, which forms a living unit that is used for human habitation purposes, or a multiple number of such units on a property excluding a hotel, accommodation establishment or a dwelling where more than one third is used for commercial purposes” (eThekwini Municipality, 2008: 1). Additionally, a ‘Special rating Area’ “means a geographic area within which property owners agree to pay for certain services supplied by the municipality. These services are financed by levying an additional rate, which is added to the rates bill of the property owners within the precinct” (eThekwini Municipality, 2008: 2). 

5.3.2 Municipal rates in terms of the Local Government: Municipal Rates Act

The Municipal Rates Act sets out to:
· to regulate the power of a municipality to impose rates on property in terms of the SA Constitution;

· to provide for a uniform framework for regulating the rating of property throughout the country;

· to exclude certain properties from rating in the national interest;

· to make provision for municipalities to implement a transparent and fair system of exemptions, reductions and rebates through rating policies that are a product of collective participation of communities;
· to make provision for fair and equitable valuation methods of properties;

· to make provision for a fair objections and appeal process regarding valuation of property; and

· to assist in building economically and financially viable municipalities that are enabled to meet the service delivery priorities of their communities (RSA, 2004: 18-19; 22; 26).

Municipal rates are a Cent amount in the Rand levied on the market value of immovable property (i.e. land and buildings) (eThekwini Municipality, 2008: 2). 

The financial liabilities for municipal property rates are calculated by multiplying the market value of immovable property by the Cent amount determined by a municipality. For example: 

· if the market value of immovable property is R50-000, and

· the Cent amount in the Rand is R0.015 (which is 1.5 Cent), then

· the amount due for property rates = R50-000 x 0.015 = R750 per annum, which translates to R62.50 per month. 

The Cent amount in the Rand is decided by the municipal council taking into account public participation on the rates policy and local budget in terms of the Local Government: Municipal Systems Act (RSA, 2000: 30) and Local Government: Municipal Finance Management Act (RSA, 2004: 40). 

5.3.3 Municipal taxation in terms of the Municipal Fiscal Powers and Functions Bill, 2007

The Bill serves to regulate the exercise and power by municipalities to impose surcharges on fees for services under Section 229(1)(a) and to provide for the authorization of taxes, levies and duties that municipalities may impose under Section 229(1)(b) of the Constitution of South Africa. The Bill is concerned with municipal surcharges and municipal taxes other than rates on property regulated in terms of the Local Government: Municipal Rates Act, 2004. 
The Bill does not list or identify specific taxes which municipalities may enact. The responsibility rests with municipalities and local government to propose other taxes not prohibited by the Constitution (RSA, 2007: 14). The Minister of Finance is also empowered separately to authorize a municipal tax.  
The Bill clearly intends to provide for new local taxes in the near future, and will define the tax base; the desired rate; and the persons liable for such taxes. However, it is also clear that despite phasing out the Regional Services Councils (RSC) and Joint Service Board (JSB) levies in 2005, these taxes were an important source of revenue for district and metropolitan municipalities (RSA, 2007: 15). Therefore it is possible, in fact highly likely, that these previous taxes will be reintroduced as new forms of local taxes. 
5.4 Tax rating systems
The purpose of the determined rate is to make up the shortfall between expenditure and revenues from other sources (Slack, n.d., 4). The rate is a measure to accommodate the prohibition to levy differential rates on different classes of property. Therefore a uniform or flat rate is used. Where the uniform rate system encounters problems, local councils can grant rebates or relief measures to different property types in terms of their specific rating policy. 
Previous rating approaches among municipalities included:

· site rating (rating land values only) was prevalent in at least three of South Africa's nine provinces (Gauteng, Northern Province and Mpumalanga);

· flat rating (rating improved capital values) was dominant in the Western Cape; and

· composite rating (rating land values and the value of improvements, but at different tax rates) was most commonly used in KwaZulu-Natal (Franzen, 2000: 2; Slack, n.d.: 3).

It is important to note that municipal property rates are set, collected, and used locally. Revenue from property rates are used to fund services that benefit the community as a whole as opposed to individual households. These include installing and maintaining streets, roads, sidewalks, lighting, and storm drainage facilities; and building and operating clinics, parks, recreational facilities and cemeteries. It is also used to fund municipal administration, including governance costs and community participation. 
The above means that there is no direct link with the rate and its calculation, to the cost of services provided, even though the rate is structured as the shortfall between expenditure and other revenues. 
5.5 Other taxes

A transfer duty is payable to the central government when immovable property is acquired. Persons other than natural persons (companies) pay the transfer duty at a flat rate of 10%. Natural persons pay on a progressive scale at rates of 1% on the first R70-000 of value, 5% on the value between R70-000 and R250-000, and 8% on the value over R250-000. A transfer is not payable when property is inherited. An estate duty or donations tax (at a flat rate of 15%) may be payable with regard to the transfer of immovable property. Beginning 2001, a capital gains tax may also be payable when a capital gain is made on a transaction pertaining to immovable property unless an exemption is allowed. 
5.6 Tax administration

Valuers employed by the local municipality must be registered and supervised by the South African Council of Valuers, in terms of the Valuers Act (Slack, n.d.: 4). The previous system of valuation included full inspection of properties, however, the current appraisal system is the Computer-Assisted Mass Appraisal (CAMA). The valuation roll contains information on the valuation or revaluation of a property. It shows the name of the owner, a description of the property, the size of the property, the value of the land, and the value of the improvements. Property owners are allowed to submit written objections within a certain period of time after valuation. The valuation board hears objections and takes a decision before certifying the roll. There is also a valuation appeal board to hear appeals. 
5.7 Market valuation of properties
The market value of the property is the amount the property would have realized if sold on the date of valuation in the open market by a willing seller to a willing buyer (Tshwane Municipality, 2008: 3). 
The Municipal Property Rates Act mandates that both the land and buildings be valued together for the purposes of imposing a single Cent amount in the Rand on them. This measure is taken to ensure equitable treatment of property owners.

The difficulty of determining property values is not easily achieved, especially when a new tax regime is introduced as in the case of South Africa (Bell and Bowman, 2002: 8). For example, in many of the amalgamated areas private property ownership did not exist prior to 1995, and there were no markets. Such cases would include former townships where residents paid a rental to the former black local authority. However, the problem of ownership has since been corrected where homes have been sold to occupants at nominal prices or given free of charge to existing occupants. However, in these cases, market information upon which to base assessed values is problematic.
Further, the problem of uniform valuation also extends to areas formally taxed. Bell and Bowman (2002b: 10) show that valuations done at different time periods after municipalities were amalgamated also created problems. The key observation is that market values change at different rates for some neighbourhoods and properties even within a single municipality; and the average assessment level tends to fall over time if assessed values are not updated (Bell and Bowman, 2002b: 10). 
Finally, the reluctance of certain wealthy communities to cross-subsidize encroaching poorer communities is a growing experience. Using the claim of falling property values, established communities are contesting the legality of encroaching communities and the provision of basic services to them. Such cases include the wealthy suburb of Sandton and neighbouring Alexandria Township and Constantia in the Western Cape (cf. McDonald and Pape, 2002: 123).   

5.8. Proportion of property tax income in local revenue

The three main revenue streams for municipalities are own revenue; equitable share (national government allocation); and condition grants (from national government or special funds). The Municipal Finance Management Act also provides that in order to raise funds, municipalities can issue so called “paper bonds” on the Bond Exchange of South Africa without national or provincial government guarantees. Municipalities can also take out loans from external public or private agencies, such as the Development Bank of Southern Africa (public), or the Infrastructure Finance Corporation (private) (RSA, 2006: 59). 
Within the three streams of local revenue, the role of property tax is likely to increase in the future. According to Bell and Bowman the reasons include:

· additional income is required to redress the enormous deficiencies in infrastructure in many of the former black areas;

· the surplus from the sale of services, especially electricity will be reduced or eliminated (due to privatization); and 

· municipalities are prevented from levying major taxes other than property tax (Bell and Bowman, 2002a: 77-78). 

Table 1 below indicates that property tax is an important source of revenue to local governments (metropolitan, district, and local councils), accounting for 21% of their revenues (RSA, 2001: 147). According to the recently released Local Government Budgets and Expenditure Review, the revenue collected from property rates average 23% among metropolitan municipalities (only) (RSA, 2006: 14). Property taxes are used for funding those services that are not fully supported by fees, for example, general government, recreation, street lighting, and libraries.

Non-property tax revenues include gross utility fees from trading services (surcharges on specific municipal services such as electricity, water, sewerage, and refuse removal, with electricity making up the largest share). Historically, these fees have been the largest source of municipal revenue. However, as stated earlier, with the introduction of new policies for the provision of water and electricity, property taxes will likely become more significant in the future (Slack, n.d. 2).

Table 1: Distribution of municipal revenue sources, South Africa, 1999-2000

	Revenue
	Percentage of total municipal revenues

	Property tax
	21%

	Utility fees
	32%

	Regional Service Council levies
	7%

	Other
	32%

	Total own-source revenues
	92%

	Transfers
	8%

	Total revenues
	100%


Source: RSA, 2001: 147
Transfers include conditional and unconditional grants. Regional Services Council levies are taxes on businesses. Other revenue includes interest on investments, non-trading services, fees and charges, and fines. 
Table 2 shows local government’s share of revenue raised nationally over the years 2002 to 2009. The table shows a progressive increase in local government revenue allocated by national government. 
Table 2: Local government share of national revenue

	Years
	2002/3
	2003/4
	2004/5
	2005/6
	2006/7
	2007/8
	2008/9

	Percent
	3.3%
	4.1%
	4.3%
	4.6%
	6.3%
	6.6%
	7.0%


Source: Adapted from RSA, 2006: 4
The projected allocations and expenditures of local government are reflected in medium term budgets, with an emphasis on service delivery to the poorest communities. Accordingly, the Medium Term Plan seeks to ensure that:
· free basic services are provided to all households that cannot afford to pay for such services;

· a proper waste management system is in place;

· the bucket sanitation system is eradicated;

· the built environment develops, with all the necessary infrastructure to bring about sustainable communities;

· financial management and the capacity of municipalities to deliver quality services is strengthened; and

· the delivery of municipal infrastructure contributes to job creation (RSA, 2006: 4-5). 

Crucially, the directive to municipal government is that if they are to reinforce their developmental role, the proportion of their capital budgets funded from their own revenue sources needs to increase in the period ahead (RSA, 2006: 8-9). But, according to Bell and Bowman (2002: 26) property tax in South Africa is not a major source of income of total government revenue, being less than 7% of the total (Bell and Bowman, 2002: 26). In terms of provincial and local government revenues, property tax contributes about 11%. In terms of the share of GDP, property tax amounts to only 1.9% (Bell and Bowman, 2002: 26). It is therefore clear that the Municipal Property Rates Act will contribute significant changes in the future.
6. COMMUNITY RESPONSE TO PROPERTY TAX 
The paper observes the minimalist response from the organized civic sector to the implementation of the new rating policy in the eThekwini Municipal Area. The description and analysis of community responses below is based on media reports of public consultation undertaken by the eThekwini Municipality. 

6.1 Consultation is not effective

The eThekwini Municipality undertook consultation meetings over just one weekend in April 2008, but spread over strategic locations in the municipal area (eThekwini Municipality, 2008a: 4). The media captured public responses on banners referring to the different areas, and included:
· “Needy areas get priority, Chats told”;

· “Rates chief Toti concern”;

· “Montclair budget gets thumbs up”;

· “Claremont: ‘Why no door-to-door property valuation’”;

· “Central: Brickbats and bouquets”;

· “City Hall crowd split”;

· “Municipality congratulated in Umlazi”;

· “Tempers flare in Pinetown”;

· “Bread and butter issues (Hammarsdale)”;

· “North needs R9bn”;

· “Draft budget hailed”; and

· “Bumper KwaMashu turn-out” (eThekwini Municipality, 2008a: 4-5).

The reactions to the budget and rates policy were varied given the differing political and service delivery needs in different parts of the municipality. The budget was seemingly acceptable to former township areas, but not acceptable to former white areas of the municipality, indicating the priority choices made in the budget. Additionally, certain political parties opposed the new rates structure of 0.9 cent/Rand for being too high.
While the consultation exercise may have met the participation requirements in terms of local government legislation, it may be the case that consultation did not go deep enough and wide enough. In the absence of consultation guidelines it is not possible to evaluate effectiveness. There is a strong possibility that all the technical aspects of the budget and new rating policy were not clearly grasped by the community. 
One media report records that despite the complaints of some of the 2000 residents attending the eThekwini Municipality’s 2008/2009 draft budget, none of their comments resulted in amendments to the budget (The Mercury, 2008a). Instead, in a general response to the consultation process, a report of the Executive Committee of the municipality took the view that a revision of the 2008/2009 budget was not required. 
A further media report noted that eThekwini Municipality’s rate randage figure of R0.009 was higher than Cape Town’s R 0.00493, and Johannesburg’s R0.004. In response, the eThekwini Municipality treasurer is quoted as saying that it was ‘dangerous to compare rates with those of other cities’ (The Mercury, 2008b). 

The limitations of consultation as provide for in local government legislation is addressed in greater detail by other research (see Govender, 2008: 169).
6.2 Benefits to the commercial and industrial sectors
The rate randage for the commercial sector has been set at R0.018 (industry has been set at R0.023) based on market related prices (Tribune Herald, 2008). According to The Mercury (2008c), large sections of the industrial, business, and commercial sector will receive large rebates, shifting the burden to the residential sector. 

These developments explain to a considerable extent the lack of opposition or negative comment on the budget and rates policy from the commercial and industrial sectors. In addition to the new rate randage, the commerce and industrial sectors can expect a 50% rebate (The Mercury, 2008c). 
6.3 The middle strata income groups and the hope for private wealth
The new property taxation approach, structure, and policy has had different impacts on different sections of the community in the eThekwini Municipal Area. The net effect on the lower income groups, which include pensioners, people with disabilities, child headed households, and the medically bordered is both exempted, if their properties are valued at R120-000 and below, and rebated up to an amount of R280-000 (eThekwini Municipality, 2008b).
The group that comes into sharp focus is the middle strata, wherever they are located geographically. The effect on many middle income households appeared to be phenomenal increases in their property rates. However, their rates increases were over-shadowed by the assumption that market values of their properties increases concomitantly. The comment by the City Treasurer, that residents should test the notion of increased market values by “putting their properties on the market” demonstrates this assumed relationship (eThekwini Municipality, 2008c). Property owners were therefore compelled to believe that the relative increase in market values accrue as potential private wealth when they dispose of their properties. The hope for private wealth accumulation appears to explain the apparent tendency by property owners to favour the new rating policy. Therefore the anticipated opposition from some quarters of civil society simply did not occur. 
However, the effect on others, such as lower middle income groups intending to grow their capital investments may find themselves crowded out and out priced in the open market. Other lower income groups will also find themselves unable to access financial capital thereby perpetuating property ownership discrimination and class distinctions. 
However, with changes in the attitudes and services of the banking sector and financial markets, lower income groups are being marked for attention. Increasingly, as their properties gain value as a consequence of infrastructure and private sector development, they will be progressively drawn into the formal economy. 
6.4 The role of councillors in the participation exercise 

The role of councillors in the current budget consultation exercise was not evident in the public. It is possible that certain councillors may have reported on the budget process and rating policy in their respective wards, but these reports can not be considered consultation as no formal process to effect amendments were put in place. 
It is therefore crucial in the democratic process that the role of councillors in future consultation processes be defined as well as strengthened.
7. CONCLUSION
The paper concludes that property rights form an integral part of democratic discourse; that the right to property can empower people; that ownership of property contributes to the well-being of individuals, communities, and civil society. However, the outright marketization of property opens moral dilemmas and concerns for the poor, as well as questions about how redistribution can occur if the policy approach depends solely on market forces. 
7.1 Property rights and democracy
The Constitution secures the right for all citizens to own property (RSA, 2006: 7). This right includes the right to access adequate housing, land and other natural resources necessary for conducting a living. With respect to housing, the Constitution mandates the state to make reasonable provision for housing and citizens are protected from evictions and demolition of their houses without an order of a court (RSA, 2006: 8). 
While property rights may be considered as democratic rights in the Constitution, they are clearly limited in reality. For example, the right to adequate housing does not mean the right to free housing. This limitation clearly restricts those unable to absorb any form of housing costs, such as the unemployed, pensioners, and children who are heads of households.
7.1.1 Property empowers

Private property rights are considered basic rights in democracies. When citizens do not have access to property, they may be considered disempowered. Owning, developing, and disposing of private property are important economic instruments empowering citizens to participate meaningfully in political society. 
Since democracies require opposition, the ability to mobilize resources without private and secure property would be impossible (Louw, 1996: 27). For example, unless citizens have the right to use places for meetings, to organize, produce, and disseminate literature, and so on, effective democratic processes would be impossible. 
7.1.2 Property produces reproductive functions 
The right to secure and adequate property is fundamental to the functions of the individual and household. It is within the household that family relations and reproductive functions occur, supporting broader economic functions. Conducive household relations, in turn, support community relations which enhance civil society formation. 
7.1.3 Property produces vibrant civil society
It follows that empowered individuals and households form the basis for vibrant civil society. In South Africa, civil society engagement includes a wide diversity of concerns: land equity, gender, sexuality, racism, environment, education, formal labour, informal labour, access to infrastructure, housing, eviction, HIV/AIDS treatment, crime and safety, and geo-politics. 
Individual organizations draw from class-based ideologies and some describe themselves as anti-liberal, anti-capital, anti-GEAR (Growth, Employment and Redistribution Strategy), anti-globalisation, anti-market, pro-poor, pro-human rights, socialist and Trotskyist. This diversity indicates that the activities of civil society organizations are not limited to material improvements of the poor or service delivery issues. Some concerns extend over legal rights and social and environmental justice while others campaign against discrimination and redress issues (Govender, 2008: 184).

It is clear that civil society relations form an important aspect of economics and politics. The strategic role played by property rights therefore cannot be limited or underestimated. 
7.2 Development through marketization of property

Governance approaches based upon neo-liberal policies have transformed modern-day capitalism, and vice versa. Karl Polanyi put it concisely: the economy is no longer embedded in social relations; social relations are embedded in the economic system (Klein and Rilling, 2004: 4). Basically this means that all things and relations in human life are linked to the market. Some thinkers have therefore concluded that human beings have reached the stage of homo oeconomicus, ‘economic man’ (Rahnema, in Rahnema and Bawtree, 1997: 117). The term means that the individual is put first, rather than the community; that personal freedom precedes the interests of the community. This is the new economic system which consumes all social and political relations. There is a monetarisation, commoditisation, and marketisation of the living spaces and can be felt everywhere as a generalized money motive (Klein and Rilling, 2004: 4). All property then is economized, and where markets do not exist, such as in poor communities, they are created and local taxation systems become justifiable. 

7.3 Distributing the benefits of surplus value
The final consideration is how government at national, regional, and local levels intends to distribute the gains of surplus value generated from land use management and property taxation. Essentially, it is unclear how inequitable resource distribution can be regulated and managed to benefit all members of society and not just the wealthy. 
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